China and the European Union (EU) in 2016 have one of the largest economic relationships to the world, with a network of strategic dialogues covering areas from environment to agriculture. Despite this, their relationship is a hard one to encapsulate. President Xi Jinping's idea of a 'civilisational' partnership seem abstract, but at least opens up the possibility of the EU conceptualizing its relationship with China as not solely transactional, but something more political. This paper argues that conferring Market Economy Status on China will be a key issue in marking this transition between the EU seeing its link with China solely in economic terms, and looking for a stronger political dimension. The conclusion is that both sides can no longer pretend they are simply trade blocks interacting with each other.
The European Union and China: Origins
The relationship between the European Union (EU) and China is one of the most important in the world today. And in terms of trade and quantifiable flows of goods, it is an impressive one. In 2014, bilateral trade amounted to €466 billion ( Figure 1 ). China was the EU's largest source of imports and second largest export market. Of the total trade of what is, in effect, the world's greatest trade bloc, China constituted 13 per cent of all of the EU's business. 1 This consisted overwhelmingly of trade in industrial products, accounting for 98 per cent of the EU's imports and 95 per cent of exports to and from China. Over the same period, only the United States, with a combined total of US $698 billion (€625 billion) had greater levels of trade with the People's Republic (PRC). 2 In terms of inward and outward investment, too, the links are strong and strengthening. By the end of 2013, the EU had €119 billion invested in China, 50 per cent more than that number 3 years earlier. But this was still only 2 per cent of foreign direct investment (FDI) stocks in the PRC. 3 China had a mere €16 billion invested back in the EU, coming in at less than 1 per cent of its overall FDI stocks ( Figure 2 ). 4 The much smaller economy of the Hong Kong Special Administrative Region aggregate total of FDI into the 28 EU member states comes to triple that directly sourced from the PRC. However, given the growth inflows over the last several years, this source may have reached its zenith.
There is nothing particularly strange about the importance of the EU Chinese economic relationship. The original diplomatic recognition conferred on each other predated the existence of the EU and was between the European Economic Community (EEC) and the People's Republic in 1975. This was formalised by way of the document, which still stands as the legal basis of the relationship to this day, the 'EEC Trade and Economic Cooperation Agreement'. In its preamble, this agreement 'aims to introduce a new stage, to promote and intensify trade and to encourage the steady expansion of economic cooperation in the mutual interest of both parties'. 5 It reads as a solidly trade focused agreement, granting most favoured nation status on China for a number of goods classes.
One of the anomalies is that despite no agreement replacing the 1985 accord, with the implementation of the Maastricht Treaty in 1994 bringing the EU into existence, its function and status changed. Far from being a purely common trading block, the new treaty set out a number of social and political aspirations, some of which proved contentious even within the new EU. The Social Chapter, for instance, encoded certain working rights and social welfare levels, which the United Kingdom for one negotiated an opt-out clause for. The EU also started to figure much more strongly as a community of values, not just economic expediency, and became keen on promoting this beyond its borders. From 1995 to 2015, it also saw the accession of a group of new states, more than doubling its membership by 15. For China, therefore, a relationship which had initially focused purely on trade and transactions developed a new and less straightforward dimension after 1994, one in which the EU asserted a number of values and ideas which became part of its internal and external identity. This legacy from their origins as simply having a trading relationship and interaction based on that has never gone away, despite the clear fact that the EU now is not the straightforward actor that the EEC was. The two in the twenty-first century are still partially pretending to be living in another era. No wonder they had challenges after 2000 when it was clear this earlier model was no longer fit for purpose, and they needed to think about themselves and then their relationship with each other in a very different way.
The Search for a New Framework
The period from 2002 to 2014 can be categorised as one of mutual learning and was dominated by an almost unconscious deepening politicisation of the relationship despite neither side being willing to fully admit this. Because of this cognitive mismatch, it was marked by each side losing some of their illusions about the other. This is neatly evidenced by two Chinese State Council White Papers, (formal articulations of government policy) one issued in 2003 and the second in 2014. A comparison of the language used in each marks this journey of disillusionment in China's eyes. The 2003 paper acknowledges that 'the European Union (EU) is a major force in the world. The Chinese Government appreciates the importance the EU and its members attach to developing relations with China'. Under the political chapter, the paper simply asks the EU to 'abide' by the One China policy regarding Taiwan, to 'promote the EU's understanding of Tibet' and to 'continue the human rights dialogue'. 6 Twelve years later, the language was different. In the intervening years, a number of events had posed hard questions about what each meant to the other beyond raw trade and goods, and shown a paucity of response on [island] by the PRC to the east, and the Tibet and Xinjiang Uyghur autonomous regions to the south and northwest) are priorities for Beijing. Any moves by a party like the EU or its member states to become involved, or to be perceived as becoming involved with these issues, is met with great resistance. These are clearly signalled in the 2003 EU White Paper. The EU's failure to come up earlier with a coherent unified response to these issues meant it was often shown to be disunited, and often manipulated by the Chinese. A harder sense of its political identity would have helped prevent this.
There was another factor that had a profound impact on the EU China relationship, and showed well how even matters firmly in the economic realm carried immense political meaning, indicating how the two are increasingly interconnected. From 2008, the EU, once a haven of economic stability and predictability, became beset by crises in the Eurozone. This eroded the its reputation in terms of competent financial governance, but it also raised questions over its political stability. With the expansion of the Union to 28 states by 2015, too, the coherence internally of the EU became questionable to Chinese leaders. Their language over this period became more qualified and implicitly critical. Their doubts about the economic solidity of the whole EU project dented their overall confidence in its political basis. This showed that at least in their minds they saw a clear connection between the two. In this context, it is not surprising that the 2014 second White Paper has sharper language. Its preamble is also more focused: 'The EU is China's important strategic partner in China's efforts to pursue peaceful development and multi-polarity of the world and a key party that China can work with to achieve industrialization, urbanisation, IT application and agricultural modernization as well as its 'two centennial goals',' it states. 'To grow China-EU relations is an integral part of China's efforts to build long-term, steady and healthy relations with major powers and a priority in its foreign policy.' It then goes on to structure the relationship in four key areas: partnerships for peace, for growth, for reform, and for civilisation, acknowledging that there are 'differences in history, cultural tradition, political system and stage of economic development as well as the increasing competition between China and the EU in some sectors in recent years. 
towards China, one of the most striking of which was to work towards political transition and reform in the PRC, to help with the building of rule of law, and to strengthen civil society. There were areas where deeper partnership was welcome, and areas where it was rejected. The difference was that China was clearer than ever before about where it saw these to be, and wanted a relationship on its terms, rather than on those of an outsider. In particular, it was clear that China was not going to take lectures about political reform and identity from an actor it clearly saw as weak and incoherent in this area.
Civilisational Partners
Despite these disagreements, the relationship between the two was, and is hugely important for a reason which is referred to, in different ways, and for different reasons, in both the 2014 White Paper from Beijing and the 2006 Communication from Brussels: intellectual partnership and knowledge links. The EU has been China's largest technology transfer partner, and has become from the period after 2000 one of its most significant intellectual property partners. Across the 28 EU member states are some of the world's best universities, and some of its most important technology companies. The EU is also a globally important producer of intellectual property. This was perhaps why the failure to lift the arms embargo had struck at China so deeply, because it felt that the links in this realm could have become even more powerful and important.
China is clearly suffering from an innovation and technology deficit. Its foreign earnings from patents are a fraction of those of the United States. Its proprietary Intellectual Property Rights is simply not internationally attractive. The desire therefore to see greater results in this area is tangible. The government does have a 15-year innovation plan running from 2006. But as one analysis has made clear, this privileges product innovation over process and other forms. In that sense it is self-limiting, showing something of the restraints of the system in which partial innovation is being attempted-allowing the embrace of economic creativity, but still placing careful restraints in political and social areas.
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Increasingly dense intellectual links, through companies, students, and people to people interaction have made it clear to the leadership that a major relationship has been forged, and one that while specific and important, has transcended the traditional security or political sphere. When Xi as the new president of China after 2013 visited Brussels, the first time a Chinese Head of State had done so, in March 2014, he used very specific language to simultaneously acknowledge the difference between the two but recognise their common interests. The EU and China, he declared, related to each other as 'civilisational powers.' They did it on the basis that both are 'close to each other, as if in the same neighbourhood. Both China and Europe are in a crucial stage of development and facing unprecedented opportunities and challenges.' Echoing the white paper, he went on to say that they 'need to build four bridges for peace, growth, reform and progress of civilization, so that the China-EU comprehensive strategic partnership will take on even greater global significance.' 11 Civilisational partners is a nice moniker. It grants this disparate couple, one a group of 28 nation states, the other a fiscally centralised entity with centrally proclaimed unity, a veneer of commonality. The question is what precisely these civilisational attributes might be. How are they quantified and in what sense might they be meaningful? For the EU, too, it also raises the possibility that they might now be able to slip in Chinese judgements from being a complex amalgam of economic strengths and political and security weaknesses to something that at least on some level is cohesive and has something approaching political cohesiveness.
Market Economy Status
An opportunity to promote this more nuanced face of the EU and what sort of actor it is regarding China is through the question of market economy (ME)status being granted to China, something that involves accepting favourable tariffs and optimal market access. In terms of trade flows, as the figures given at the head of this essay show, the EU and China do well, but they could do a lot better. For the EU the issue is the 100 billion Euros plus in trade deficit. It has so far failed to really have its companies penetrate the Chinese domestic market, despite being present almost from the dawn of reform in 1978, and having many European companies active in China over the last four decades. For instance, of the 28 member states, only Germany has a trade surplus with China.
Part of this is to do with EU economic strengths. For major economies like the United Kingdom, these are in the services sector, an area that has only in recent years truly developed in the People's Republic. The EU also currently lacks a bilateral free trade agreement. How can, in the words of Chinese Premier Li Keqiang, the EU and China together discover 'new areas of growth'? In what ways can their partnership work to deliver the different kinds of growth that both are seekingsustainable, higher quality and more diverse?
Conferring ME status might be one area, and in 2016 its delivery might be imminent. It has been a bugbear of Chinese officials in their complaints about the EU for a number of years. It remains one of the very few things from the EU that Chine really wants. Under World Trade Organization, according to section 15(d) of the accession protocol, use of nonmarket methodology towards China can expire on 11 November 2016. The Chinese position is that the EU has to grant ME status after that date, although there is much argument about this, with EU lawyers saying this is only subject to it fulfilling certain conditions. The one issue there is more certainty about is that the final decision remains a largely political rather than economic one. 12 The paradox is that a political decision (EU conferring of ME for China) may well be the best route to a much better economic relation. The issue is that up till now, the EU has got the two the wrong way around and striven for economic wins first, before going for political ones.
Potential Negative and Positive Impact of Market Economy Status
Chinese officials have gone on record with claims that not getting ME status from Europe in 2016 would be to treat Chinese businesses in 'unfair, unjust, unreasonable and discriminative' ways and would be '[an evasion of] obligations under international treaty'. 13 It is clear that successful accession to ME status by Beijing really matters to the Chinese Government. It would be viewed by them as a major victory for the Communist Party diplomacy on the international stage and would invigorate support and prestige for their leadership.
Despite this, it is difficult not to sympathise with some of the arguments put forward in the EU that once it had ME status conferred on it. China would seek to exploit newly found economic advantages that promote the economic success of its existing exports into Europe even more ruthlessly. In this context, the deficit in trade between the EU and China might go up rather than down. China could, for instance, set a higher natural value on the exported goods of its companies into Europe, thus dulling the effect of anti-dumping duties and meaning that it could still flood the market competing with local ones which had been made with high levels of state subsidy back in the PRC. Under ME status, importing countries stand to lose the wide discretion granted to them in their independent fair value calculations for anti-dumping purposes. As a nonmarket economy now, China can have this treatment but not after its status changes.
The position consistently held by the European Commission which holds the competency to undertake trade negotiations on behalf of the EU 14 is that Chinese Government involvement in business amounts to a level of intervention that substantively negates deserving market economy status. This includes Chinese state ownership in a majority of China's largest and most strategically important enterprises, the entrenchment of top cadres and their family members in significant managerial posts and state financing through state ownership of state and commercial banks, for example. Moreover, if China retains its nonmarket economy status, there remains flexibility in the methodology by which the market value of Chinese products (in China) for import can be calculated in anti-dumping regulations. This is significant in the European position as it has politico-economic implications. The onus at the moment is on China to prove firms are operating under market conditions. The European Policy think tank in Washington have forecast that, were China to be allowed this favourable kind of access under its current economic model, then the reduction in EU outputs would potentially come to 1-2 per cent of gross domestic product, jeapordising 1.7 million to 3.5 million jobs.
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It is for this reason that work unions and other trade bodies in the EU have so far opposed ME status for China. On these grounds, therefore, conferring ME status would be risky.
Conclusion
Despite this, the simple fact is that ultimately the decision on granting China ME status is going to be primarily on political, not economic, grounds. While the EU and China perform well in the economic realm, the pretence that they can best relate to each other only in this area is now largely untenable. Like it or not, their relationship in the last two decades has grown increasingly political. They are diplomatic actors with each other in the Middle East, allies in the fight against climate change and have a vested interest in a stable global governance and finance system. Through granting ME status, the EU has the opportunity to strengthen strategic ties with China which, while economically risky, do bring political rewards that will eventually serve to upgrade their relationship, probably quickly.
Not that the economic side is unimportant. The EU does in 2016 need to seek more urgently new areas of economic growth. In that sense, it is in the same boat as China. A good quality deal which might contain more means for European companies to get access into
